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AT&T and Subsidiaries
Years ended December 31
Dollars in millions (except per share amounts) 1993 1992 1991
CEEEREESRAREEEREERERAEEENEEREREEREERERENRNENEREREEAREERERE
Sales and Revenues
Telecommunications services $39,863 $39,580 $38,805
Products and syvstems 17,798 16,473 15,941
Rentals and other services 6,991 6,957 6.959
Financial services and leasing 2,504 1,894 1,384
Total revenues 67,186 64,904 63,089
Costs .
Telecommunications services
Access and other-interconnection costs 17,709 18,132 18,395
Other costs 7,009 7.135 6.881
Total telecommunications services 24,718 25,267 25,276
Products and svstems 10,809 9,846 9,134
Rentals and other services 3,331 3,287 334
Financial services and leasing 1,711 1.310 1.071
Total costs 40,869 39710 3§.825
Gross margin : 26.587 25.194 24.264
Operating Expenses
Selling. general and administrative expenses 16,782 15950 16,220
Research and development expenses 3,069 2,911 3.114
Provisions for business restructuring 498 64 3.572
Total operating expenses 20,349 18,925 22,906
Operating income 6,238 6.269 1,358
Other income-net 541 352 208
Gain (loss) on sale of stock by subsidianies 9 - 43
Interest expa-se 566 663 726
Income b¢:. .« income taxes and cumulative effects of accounting changes 6.204 5.958 883
Provisior for income taaes 2.230 2.151 361
Income before cumuiative effects of accounting changes 3,974 3.807 522
Cumulative :  cots on prior years of changes in accounting for:
Postretirement benefits (n2t of income 1ax benefit of $4.264) (7,023) - -
Postemplovment benefits (net of income tax benefit of $681) (1,128) - -
Income taxes 383 - -
Cumulative effects of accountirng changes (7,768) - -
Net Income (Loss) $(3,794) $ 3807 § 522
Weighted average common shares outstanding (millions) 1,353 1,332 1,263
Per Common Share: :
Income before cumulative effects of accounting changes $ 294 § 28 § 40
Cumulative effects of accounting changes (5.74) - -
Net Income (Loss) $ (2.80) $ 28 § 40

The notes on peges 33 through A% ame aniniegrel part of the consohideted finanaial statements.

W



APPENDIX D
Page 11 of 37

) , - )
! _ - AT&T and Subsidiaries
at December 31

Dollars in millions (except per share amount) 1993 1992
ERCSENERESREEEERNSEEEERERCSRESNEREEREEEREESEEEREEEERERD
Assets
Cash and temporary cash investments $ 532 $ 1,310
Receivables. less allowance of $1,003 and $829 ' "
- Accounts receivable 11,933 11,040
Finance receivables 11,370 8.569
Inventories 3,187 2.659
Deferred income taxes 2,079 2,118
Other current assets 637 818
Total current assets 29,738 26.514
Property. plant and equipment-net , 19,397 19,358
Investments 1,503 864
Finance receivables ‘ 3,815 3.643
Prepaid pension costs 3,576 3,480
Other assets 2.737 3.329
Total assets $60.766 $57.188
Labilities and Deferred Credits
Accounts payable $ 4,694 S 5,045
Payvroll and benefit-related liabilities 3.746 3.336
Postretirement and postemploy ment benefit liabilities 1,301 -
Debt maturing within one vear 10,904 7,600
Dividends pavable 448 443
Other current liabilities 4,241 4.962
Total current liabilities 25,334 21.386
Long-term debt including capital leases 6.812 8.604
Postretirement and postemployment benefit liabilities 9.082 -
Other liabilities 4,298 2.634
Deferred income taxes 278 4,660
Unamortized investment tax credits 270 350
Other deferred credits 263 181
Total liabilities and deferred credits 46,334 37.815
Minority interests 582 452
Shareowners Equity
Common shares par value S per share 1,382 1,340

Authorized shares:  2.000.000.000
Outstanding shares: 1,352.398.000 at December 31, 1993;
1,339,831.000 at December 31, 1992

Additional paid-in capital 12,028 11.425
Guaranteed ESOP obligation (355) (407)
Foreign currency translation adjustments (32) 65
Retained earnings 857 6.498
Total shareowners’ equity 13.8%¢ 18.921
Total liabilities and shareowners' equit) $60,766 $57,188

EECFEEEEERREELCEENECEREEREERRECEERERNEREEEEEEEREEEEEERERERESR
The notes or pages 34 througt <2 are ananiegral pomt of the conscliczied financial statements.



provided for by group life insurance benefits and trusts
for health care benefits funded before 1993.

We also reimburse the divested regional Bell compa-
nies for a portion of their costs to provide health care
benefits, increases in pensions and other benefits to pre-
divestiture retirees under the terms of the Divestiture
Plan of Reorganization. Through 1992 we expensed
these reimbursements as incurred. In January 1993 we
recognized this liadility in connection with the adoption
of SFAS No. 106.

We elected to record a one-time pretax charge of
$11,317 million to record the unfunded portions of these
liabilities. That charge reflects $12,986 million of lia-
bilities iess $1,669 million of plan assets and amounts
previously recorded. After taxes, that charge was
$7.023 million (S5.19 per share), including $1.375 mil-
lion for predivestiture retirees. Apart from these cumu-
lative effects on prior years of the accounting change,
our change in accounting had no material effect on net
income in 1993 and is not expected to affect net income
materially in future periods. This change does not affect
cash flows.

Postemployment Benefits

We also adopted SFAS No. 112, “Employers’ Account-
ing for Posternplovment Benefits.” efiective January 1,
1993. Analogous to SFAS No. 106, this standard
requires us to accrue for estimated future postemploy -
ment benefits. including separation payments, during
the vears emplovees are working and accumulating these
benefits. and for disability payments when the disabili-
ties occur. Before this change in accounting. we recog-
nized costs for separations when they were identified
and disability benefits when they were paid.

When we adopted the new standard, we had an accu-
mulated liability for pavments to emplovees who were
then ¢:sabled and for benefits related 10 the past service
of active emplovees. We recorded a one-time pretax
charge of $1.809 millior tc record the unprovided por-
tion of these liabilities. That charge reflects $2,221
million of liabilizies les. 8412 million of reserves for
business restructuring activities that were established
before 1992 and reclassified to postemployment liabili-
ties as part of this accounting change. After taxes.
that charge was $1,128 million (S0.83 per share). The
change in accounting reduced operating income by
$301 million. and net income by $171 million (80.13 per
share) in 1993. This change does not affect cash flows.

income Taxes
We also adopted SFAS No. 109, “Accounting for Income
Taxes.” effective January 1, 1993. Among other provi-
sions, this standard requires us to compute deferred tax
accounts using the enacted corporate income tax rates
for the vears in which the taxes will be paid or refunds
received. Before 1993 our deferred tax accounts
rellected the rates in effect when we made the deferrals.
Beczuse corporate income tax raies in 1993 were
lower than the rates that existed before the 1986 Tax Act,
our adoption of the new standard raised net income by
S$383 million (80.28 per share). Apart from this benefit,
the new accouniing method had nc material effecton
netinzome in 1933, Unless Congress changes tax rates,
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we do not expect this change to affect net income mate-

rially in future periods. This change does not affect
cash flows.

3. Prospective Aécount!ng Changes .......cc...
Debt and Equity Securities

in 1954 we must adopt SFAS No. 115, “Accounting for
Certain Investments in Debt and Equity Securities.”
This standard addresses the accounting and reporting
for investments in equity securities that have readily
determinable fair values and for all investments in debt
securities. We do not expect this new standard to affect
net income materially at or after adoption, and it will
not affect cash flows.

impaired Loans

By 1995 we must adopt SFAS No. 114, “Accounting by
Creditors for Impairment of a Loan.” This standard
requires us 10 compute present values for impaired loans
when determining our allowances for credit losses. We
do not expect this new standard to affect net income
materially at or afier adoption, and it will not affect
cash flows.

4. Prospective Merger with McCaw Cellular
Communications, Inc. (McCaw) .....ceseessessse
On August 16, 1993 AT&T and McCaw entered into 2
definitive agreement 10 merge McCaw and a subsidiary
of AT&T, making McCaw a wholly owned subsidiary

of AT&T.

In the merger. each share of McCaw's Class A and
Class B common stock will be converted into one share
of AT&T common stock. However, if the 20-day-aver-
age market price of the AT&T common stock as of five
business days before the merger is less than $53 per
share, the conversion ratio will be adjusted upward to
provide shares of AT&T common stock having an aggre-
gate market price of $53 for each share of McCaw com-
mon stock. subject 10 a maximum of 1.111 shares of
AT&T common stock. If the 20-day-average market
price of AT&T common stock as of five business days
before the merger is greater than $71.73 per share, the
conversion ratio will be adjusted downward to provide
shares of AT&T common stock having an aggregate
market price of $71.73 for each share of McCaw com-
mon stock, subject 10 a minimum of .909 of a share of
AT&T common stock.

Pursuant to a separate agreement, AT&T has granted
McCaw the right, in the event the merger does not close,
to require AT&T 10 purchase from McCaw $600 million
of McCaw's Class A common stock at a price of $51.25
per share.

The merger is subject to a number of conditions,
including the receipt of regulatory approvals, expiration
of the waiting period under the Hart-Scott-Rodino Anti-
trust Improvements Act (HSR Act), receipt of opinions
that the merger will be tax free and will be accounted
for as a pooling of interests, and McCaw stockholder
approval. McCaw stockholders holding a majority of the
voting power of the McCaw common stock. including
members of the McCaw family and British Telecommu-
nications plc, have agreed 1o vote in favor of the merger.



6. Business Restructuring and Other Charges

Provisions for business restructuring include the esti-
mated costs of specific plans to close offices, consoli-
date facilities. relocate emplovees and fulfill contractual
obligations. and of other activities involved in restruc-
turing operations. These provisions also cover separa-
tion pavments made as a result of special offers related

| 10 defined benefit plans. Before we changed our
accounting for postemployment benefits in 1993, costs
for other 1ypes of separation payments were also
included in these provisions.

Our $498 million in provisions for business restruc-
turing in 1993 covered $227 million of costs at AT&T
Global Information Solutions (including. in millions,
$137 for special termination benefits, $43 for closing
facilities. $18 for employee relocation, $19 for contrac-
tua) obligations and $10 for other related expenses). We
also provided S215 million for re-engineering customer
support functions for telecommunications services
(including. in millions. $55 for employvee relocation,
$25 for outplacement costs. $30 for legal contingencies
and $105 for closing facilities, lease terminations and
z>set abandonments associated with centralizing sup-
port services). The remarning provisions consist of $23
million related 1o closing plants for manufacturing tele-
communications network systems. and $33 million for
emplovee relocation. outplacement services and legal
liabiliies related to restructuring operations that service
the U.S. federal government.

In 1991 we recorded appronimately 4.5 billion of
business restructuring and other charges. reducing net
income by S2.863 million (82.2] per share). The
charges covered estimated costs of changes in our com-
puter operaticns. PBX operations and product distribu-
tion processes; consolidating operations in leased and
owned buildings and recognizing costs of vacant space:
eliminating & fusure subsidy 10 an Alaskan Jong distance
company: writing down an investment: and other
restructuring-related activities. merger-related expenses
and other charges. We recorded these charges as $3.572
million in provisions for business restructuring: $501
million as selling. general and administrative expenses.
$i23 million as cost of products and sysiems. and the
remainder as other costs and expenses. including other
income-net. Charges included in other accounts in 1991
were primarily for expenses related to the restructuring
activities. writing down impaired assets and merger-
related expenses.

The remaining reserves for separation payments at
January 1. 1993 were included in the cumulative effect
of the change in accounting for postemployment bene-
fits. We believe that the balance of reserves for all other
business restructuring activities, $1.440 million at
December 31. 1993, is adequate for the completion of
those activities.

7- othef 'ncome-Net “esenensNsPIvIeBaIssRIRRORERETE
In June 1993 we sold cur remaining 77% interestin
UNIX System Laboratories. Inz. to Novell. Inc.
(Novelh) in eachange for appronimately 3% of Novell
common stock. Qur gair on the sale was $217 milhon
We sold ourremeining interestin Compagnie Indus-
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triali Riunite S.p.A. in 1993 for a slight gain. We
reduced the carrying value of that investment by $68
million in 1992 and by $218 million in 1991 because of a
sustained decline in its market value.

In 1991 we had a $171 million gain from selling our
19% equity investment in Sun Microsystems, Inc.

8. Sale of Stock by Subsidiaries .........esesies

In August 1993 AT&T Capital Corporation sold
5,750,000 shares of common stock in an initial public
offering and approximately 850,000 shares of common
stock in a management offering. That was about 14% of
the shares outstanding, so our ownership is now about
86% . The shares were sold at $21.50 per share, yielding
net proceeds of $115 million excluding $18 million of
recourse loans attributable to the management offering.
Because of these loans, we recorded a $9 million loss
on the sale. When the loans are collected in seven years,
we expect to report a net $6 million gain from this sale
of stock.

In 1991 UNIX Systems Laboratories, Inc. sold about
20% of its stock to other companies to encourage their
support for open computing standards. We had a $43
million gain on that sale. Proceeds from the sale were
in cash and we did not provide for deferred taxes on
the gain.

9. lncome Tues sSSP IRINDEDROOPRDIRIEARY II‘IIIIOIII
This table shows the principal reasons for the difference
between the effective income tax rate and the United
States Federal statutory income tax rate:

Dollars in millions 1991 1992 1991
U.S. Federal statutory

income tax rate 8% 4% kY1
Federal income tax at B

statutory rate $2.171 $2.026 $300
Amorlization of invest- .

ment tax credits (92) (221) s (142)

State and local income
taxes. net of federal

income 1ax effect 247 230 63
Foreign rate differential 45 75 4
Taxes on repatriated and :

accumulated foreign

income. net of tax .

credits (20) 6? ad
Research credits 47) (18) )
Capital loss carry- '

forward - (13) 32
Effect of tax rate change

on deferred tax assets a3 - -
Other differences~net () 5 rh]
Provision for income .

taxes $2.230 $2.158) $36)
Effective income 1a» rate 36.0% k9 40 9%
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Under the new standard. AT&T has an accumulated postretire-
ment benefit obligation related to pas service from current retirees
and active employees. A portion of that liability will be provided
for by trust funds that AT&T established and began funding in 1981.

In addition, ATET reimburses the divested Bell System operating
telephone companies for a portion of their costs to provide health
care benefits and increases in pensions o pre-divestiture retirees
under the terms of the Divestiture Plan of Reorganization. AT&T will
recognize the liability for these postretirement benefit expenses at the
time that SFAS No. 106 is adopted.

AT&T is electing to take an after-tax charge of approximately
$7.000 to recognize the unfunded portion of the accumulated obliga-
tion under SFAS No. 106 and to record the postretirement liability
. Telated to the divested Bell System operating telephone companies,
rather than amortizing this amount over a number of years. The
charge will be recorded as the cumulative prior vears' effect of an
accounting change in the firsi quarter of 1993. Apart from this
charge. management expects the change in accounting for postretire-
ment benefit expenses to have no material effect on net income in
1883. In addition. this accounting change will not affect cash flows.

Income Taxes

Also effective January 1. 1993, AT&T is adopting SFAS No. 109,
“Accounting for Incoms Taxes." Amor.g other provisions. this stand-
ard requires deferred tax balances to be determined using the enacted
income tax rates for the vears in which the taxes will actually be paid
or refunds received. At December 3], 1882, AT&T s deferred wax
accounts refiect the statutory rates tha: were in effect when the
deferrals were initiated.

AT&T will recognize a ne: income benefit of epproximately 8300
as the cumulative prior veers™ effect of an accounting change in the
first quarter of 1623, Management does not articipate that the new
accounting method wil: have any material effects on net income
after the standarc is adoptec unless statutory inCOME tax rates are
changed. This change in the accounting for income taxes has no
effect on cask flows.

Postemployment Benefits
In November 1982, the Financia! Accounting Standards Board
issued SFAS No. 112, “Emplovers’ Accounting for Postemployment
Benefits.” Analogous to SFAS No. 10€ for postretirement benefits, this
standard requires companies to accrue for estimated future postem-
ployment benefit expenses during the periods when employees are
working. Postemployment benefits are any benefits other than retire-
ment benefits that are provided after employment is discontinued.
This standard must be adopted for fiscal years beginning after
December 15, 1893; for AT&T, that would be 1994. Management is
presently reviewing the provisions of this new standard and, conse-
quently, is unable to reasonably estimate the impact of AT&T's
adoption of the stendard.
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3T T
On February 26. 1992, AT&T merged with Teradata Corporation
(Teradata). As a result, AT&T issued approximately 11 million shares
of comumon stock in exchange for the outstanding shares of Teradata
not previously owned by AT&T at an exchange ratio of .802 share of
AT&T common stock for each Teradata share. The merger was
accounted for as a pooling of interests; however, the consolidated
financial statements of AT&T were not restated due to immateriality.
The accounts and operations of Teradata are included in the con-
solidated financial statements as of January 1, 1882, (See also
Notes L and P.)

On September 19, 1091, AT&T merged with NCR Corporation
(NCR). Approximately 203 million shares of AT&T common stock were
issued to complete the transaction. The merger was accounted for as
s pooling of interests and, accordingly, the consolidated financial
statements of AT&T were restated for all periods prior to the merger to
include the accounts and operations of NCR.

[D. Business Restructuring 'ang Other Charges
In 1992 ATE&T recorded a 864 provision for business restructuring,
primarily for reducing the size of the work force in several business
units.

In 1981, AT&T recorded approximately $4,500 of business
restructuring and other charges, which reduced net income by $2,863
or £2.21 per share. The charges were incurred for changes in AT&T's
computer operations, for restructuring PBX operations and product
distribution processes, to consolidate operations in leased and owned
buildings and to recognize costs of vacant space, to eliminate a future
subsidy to an Alaskan long distance company, to write down an
investment and for other restructuring activities, merger-related
expenses and other charges.

- The 1881 charges were recorded as a $3,572 provision for busi-
ness restructuring, $501 of selling, general and administrative
expenses, £123 as cost of products and systems, and the remainder as
other costs and expenses, including other income-net. (See also
Note E.) The provision for business restructuring includes the esti-
mated costs associated with force reductions and relocations, facility
consolidations, contractual obligations, including lease buyouts, and
other restructuring activities. Charges included in other accounts
were primarily for expenses related to the restructuring sctivities,
asset impairments and merger-related expenses.

In 1990, ATET recorded net charges of $85 for business restruc-
turing activities. Charges of $485 were recorded primarily for restruc-
turing operations that produce microelectronies components and
systems and operations that reclaim scrap metal, and reducing the
product technician work force. These charges were offset by & $400
net credit 1o adjust the reserves established in 1988 for costs associ-
ated with the accelerated digitization of AT&T's telecommunications
network. The net credit reflects reduced costs to remove certain
equipment, offset by additional costs for force reductions and facili-
ties closings.

3
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<PARGE> 1
UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, DC 205489
FORM 10-Q

..X.. QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

Fcr the quarterly period ended September 30, 1994
OR
..... TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF

Trz SECURITIES EXCHANGE ACT OF 1934

For the transiticn peried from to

Cermission file number 1-1105

AT&T CORP.

A New York I.R.S. Employer
Corporaticn No. 13-4924710

32 Averniue of the Americas, New York, New York 10013-2412
Telephone - Area Code 212-387-5400

Indicate by check mark whether the registrant (1) has filed all reports

reguired to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the
registrant wes reguired to file such reports), and (2) has been subject to
such filing reguirements for the past 90 days. Yes ..X.. No

-----

t Octcrer 31, 1854 1,85€3,046,000 common shares were outstanding.
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<PAGE> 3 _ AT&T Form 10-Q - Part I
PART I - FINANCIAL INFORMATION

CONSOLIDATED STATEMENTS OF INCOME (CONT’D)
(Dollars in Millions Except Per Share Amounts)

(Unaudited)
For the Three For the Nine
Months Ended Months Ended
September 30, September 30,

1994 (b) 1993 (b) 1594 (b) 1983 (b)

Cumulative effects on prior years
of changes in accounting for:
Postretirement benefits (net of

income taxes of $4,2%4) (g)... 0 . 0 o] (7,023)
Postemployment benefits (net of

income taxes of $ 681) (g).... 0 0 0 (1,128) “
Income taxes (g).......c.cvun.. 0 0 0 (1,457)
Cumulative effects of ,

accounting changes............ 0 0 0 (9,608) “
Net Income (Less) ... ... $1, 0580 $1,022 $3,372 §$(6,682)
Weighted average ccmmon shares

outstanding (millioms)........ 1,567 1,551 1,562 1,545

Per Common Share:
Incomse before cumulative effects

cf accounting changes......... s .€e7 $ .66 $ 2.16 $ 1.8%
Cumulative effects of accounting

Changes . .. ittt it i e - - - (6.22)
Net income (lcss)......cvuevuvnnn. $ .67 $ .6€ $ 2.16 § (4.33)
Divicends ceclarel per

COommon Share.........cvvvuen.. $ .33 $ .33 $§ .%9 § .99

See Notes to Consclidated Financial Statements.
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AT&T Form 10-Q - Part I

FRRT I - FINANCIAL INFORMATION
CNSOLIDATED BALANCE SHEETS (CONT'D)

(Dcllars in Millions Except Per Share Amount)

TIES AND DEFERRED CREDITS

Accounts payable.. ... ... . i iiiiia
Payroll and benefit-related liabilities.
Postretirement and postemployment
benefit-related liabilities............
Debt maturing within one year...........
Lividends paya%le .......................
Czher current liabilities...............
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Septerkber 30, 1954
€,528,00C at December 31, 19853
icrial paid-in capital..............
iteed ESOP cbligation....coevveenn.
n currency translation

DOE =l o1 ol e

(Unaudited)
September 30, December 31,
1994 (b) 1993 (b)
$ 5,342 $ 4,853
3,805 3,802 I
1,095 1,301 I
13,679 11,063
517 448
5,848 4,587
30,286 26,054
10, 8€¢ 11,8C2
8,905 8,0E3
4,453 4,363
2,576 2,231
221 270
407 263
57,7€8 54,066
1,078 1,853
1,563 1,547
15,375 14,324
(305) (355)
219 (32)
(151) {2,110)
16,701 13,374
$75,547 $69,393
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<PAGE> 10 AT&T Form 10-Q - Part I.

(e)

(£)

(g)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in Millions Except Per Share Amounts)
(Unaudited)

OTHER INCOME - In June 1993, AT&T sold its remaining 77% interest in
UNIX System Laboratories, Inc. to Novell, Inc. ("Novell") in exchange
for approximately 3% of Novell common stock The gain on the sale was
$217.

SALE OF STOCK BY SUBSIDIARY - In August 1993, AT&T Capital Corporation
("AT&T Capital”) sold 14% of its common stock in an Initial Public
Offering, thereby reducing AT&T'’s ownership to 86%. Due to the
required recording of $18 of recourse loans by AT&T Capital to its
senior management associated with the stock offering, a $9 loss was
realized for the three and nine months ended September 30, 1953. The
expected net gain on the sale after collecting these loans over seven
years will be $6.

CEANGES IN ACCOUNTING PRINCIPLES - Effective January 1, 1993, AT&T
adcpted SFAS No. 106, "Employers'’ Accounting for Postretirement
Benefits Other Than Pensions." This standard requires companies to
accrue for estimated future postretirement benefit expenses during the
years emplcyees are working and earning benefits for retirement.
Previously, AT&T expensed these benefits as claims were incurred. AT&T
recorded an after-tax charge of $7,023 ($4.55 per share) to record the
unprovided porticn cf these liabilities as the cumulative effect of an
accournting change in the first guarter of 1583. This accounting change
does not affect cash flows.

Effective January 1, 1993, AT&T adopted SFAS No. 112, "Employers’
Rocounting for Pcstemployment Benefits." This standard regquires
companies to accrue for estimated future postemployment benefits
during the years employees are working and accumulating these bene-
fits. Previously, AT&T recognized the separation costs as they were
identified and disability benefits when paid. AT&T recorded an after-
tax charge of $1,128 ($.73 per share) to record the unprovided portion
of these liabilities as the cumulative effect of an accounting change
in the first quarter of 199%3. This accounting change does not affect
cash flows.

Alsoc effective January 1, 1993, AT&T adopted SFAS No. 109, "Accounting
for Income Taxes." Among other provisions, this standard requires tax
assets and liabilities to be determined using the enacted income tax
rates for the years in which taxes will be paid or refunds received.
Prior to 1993, AT&T's deferred tax accounts reflected the statutory
rates that were in effect when the deferrals were initiated. The
adeption of SFAS No. 105 resulted in a reduction to net income of
$1,457 ($.54 per share) as a result of deferred liabilities that were
created by McCaw's acquisitions prior to the merger. This charge was
recorded as trhe cumulative effect of an accounting change in the first
cuarter cf 1¢53. This acccunting change dces ncot affect cash flows.
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MANAGENMENT'S DISCUSSION AND ANALYSIS OF
RESULTS OF OFERATIONS AND FINANCIAL CONDITION

On September 15, 1994, AT&T completed the merger with McCaw which was
accounted for as a pooling of interests. In this report, AT&T is reporting
the combined financial results of AT&T and McCaw. Accordingly, all
comparisons with prior years are based on restated combined results.

AT&T reported quarterly combined net income of $1.050 billion, or $.67 per
share in the third quarter of 1994, a 2.7 percent increase compared with
year-ago quarterly net income of $1.022 billion, or $.66 per share. For
the nine months ended September 30, 1994, combined income before cumulative
effects of accounting changes was $3.372 billion, or $2.1€6 per share,
compared with $2.926 billion, or $1.85 per share in the game period of
1983.

Effective January 1, 1993, AT&T adopted Statement of Financial Accounting
Standards ("SFAS") No. 106, "Employers’ Accounting for Postretirement
Beriefits Other Tran Pensions," SFAS No. 112, "Employers'’ Accounting for
Postemployment Benefits," and SFAS No. 109, "Accounting for Income Taxes."
AT&T recognized the cumulative effects of accounting changes on prior years
in the first guarter of 1993, which reduced net income by §5.608 billion,
or $€.22 per share. As a result, AT&T reported a combined loss of $6.682
billicn, or $4.3: per shzre, for the first nine months of 1983. (See also
Note g). These accounting changes do not affect cash flows.

Total revenues reached $18.€49 killion in the guarter, an 8.3 percent
increase from $17.22% killicn in the same period of 1993. Through
September tctal revenues were 7.4 percent ahead of last year. The increase
primarily resulted frcm continued strong growth in sales of products and
systems, rrincipally network systems and communications products, and
stronz crowth in telecommunications services, including wireless services,
and financial services and leasing revenues.

Total costs increased $€00 million compared with the third guarter of 1993,
largely as a result of higher sales of products and systems. Compared with
the same periods in 1953, operating income increased 10.6 percent for the
gquarter and 1€.9 percernt for the nine months of 18%4. The overall gross
margin percentage increzsed to 41.6 percent in the gquarter from 40.3
percent in the same period of 1993, reflecting effective cost controls
coupled with revenue growth.

The more detailed discussion that follows is based on a comparison of the
three and nine months ended September 30, 1954 with the comparable periods
of 1923, unless otherwise noted.
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PART I - FINANCIAL INFORMATION

AT&T Form 10-Q - Part I

CONSOLIDATED STATEMENTS OF INCOME (CONT'D)
(Dollars in Millions Except Per Share Amounts)

(Unaudited)

For the Three
Months Ended

June 30
1994 1553 (b)

Cumulative effects on prior years

of changes in accounting for:
Postretirement benefits (net of

income taxes of $4,294) (e)... 0 0
Postemployment benefits (net of

income taxes of $§ €81) (e).... 0 0
Income taxes (€)........c0vuuunn 0 0
Cumulative effects of

accounting changes............ 0 0
Net Income (LOSS).....cvveeeennn $1,130 $1,005
keighted average common shares

outstanding (millions)........ 1,363 1,352
Per Common Share:
Income befcre cumulative effects

of accounting changes......... s .83 s .74
Cumulative effects ¢f accounting

changes......... ittt - -
Net Income (LoSS) ....oiiiieenins S .83 s .74
Dividends declared per

CommOn SharXe. i i v it it e i $ .33 $ .33

See Notes to Consolidated Financial Statements.
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For the Six
Months Ended
June 30

1994 1993 (b)
0 (7,023)
0 (1,128)
0 383
0 {7,768)
$2,224 $(5,827)
1,361 1,350
$ 1.63 $ 1.44
- {(5.76)
$ 1.63 $ (4.32)
$ .66 S .66

It
I
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PART I - FINANCIAL INFORMATION
CONSOLIDATED BALANCE SHEETS (CONT'D)
(Dollars in Millions Except Per Share Amount)
(Unaudited)
June 30, December 31,
1994 1993

LIABILITIES AND DEFERRED CREDITS
Accounts payable....... ittt iinncnnann $ 5,353 $ 4,694
Payroll and benefit-related llabllltles 3,431 3,746
Postretirement and postemployment

benefit-related liakilities............ 1,188 1,301
Debt maturing within one year........... 9,213 10,904
Dividends payable......... i iiiiiinnnn, 449 448
Other current liabilities............... 4,737 4,241
Total current liabilities............... 24,371 25,334
Long-term cdeb: including capital

leases. ... .. e i i i e 9,114 6,812
Postretirement and pcstemployment

benefit rela:ed liabilities........... 8,981 9,082
Other liabilities.......... . v nnn. 4,371 4,298
Deferrec i COTE LaXBE. ... v iveenennnensn 484 275
Unamortized inves:timent tax credits...... 245 270
Cther deferrel CreditsS. . vt innnnnns £32 263
Tctel liakilities & deferred credits.... 47,998 46,334
Minority interests. ... . it inencnnnnns €18 582

SHAREOWNERS' EQUITY
Common stock - par value $1 per share... 1,360 1,352
Authorized shares: 2,000,000,000
Outstanding shares:
1,359,950,000 at June 30, 1954
1,352,398,000 at December 31, 19853

Additional paid-in capital.............. 12,413 12,028
Guaranteed ESOP obligation........eeeen. (331) (385)
Foreign currency translation

e B R S 11T o 50 (32)
Retained earnings.......covevreeescncnas 2,167 857
Total shareowners’ eguity.......veeevunn 15,659 13,850

TOTAL LIRZILITIES/SHRREODWNERS' EQUITY... $64,275 $60,766

See Nctes to Censolicdated Financial Statem ents
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(e)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in Millions Except Per Share Amounts)
(Unaudited)

CHANGES IN ACCOUNTING PRINCIPLES - Effective January 1, 1993, AT&T
adopted SFAS No. 106, "Employers’ Accounting for Postretirement
Benefits Other Than Pensions." This standard requires companies to
accrue for estimated future postretirement benefit expenses during the
years employees are working and earning benefits for retirement.
Previously, AT&T expensed these benefits as claims were incurred. AT&T
recorded an after-tax charge of $7,023 ($5.20 per share) to record the
unprovided portion of these liabilities as the cumulative effect of an
accounting change in the first quarter of 1993. This accounting change
does not affect cash flows.

Effective January 1, 1983, AT&T adopted SFAS No. 112. This standard
requires companies to accrue for estimated future postemployment
benefits during the years employees are working and accumulating these
benefits. Previously, AT&T recocgnized the separation costs as they
were icdentified and disability benefits when paid. AT&T recorded an
after-tax charge of $1,128 ($.84 per share) to record the unprovided
porticn cf these lisbkilities as the cumulative effect of an accounting
chance in the first quarter of 19253. This accounting change does not
affect cash Zlows.

Rlso effective ‘January 1, 1983, AT&T adopted SFAS No. 108, "Accounting
fcr Inccrme Taxes." Among other provisicns, this standard requires tax
assets and liakilities to be determined using the enacted income tax
rates fcr the years in which taxes will be paid or refunds received.
Prior to 19252, RT&T’'s deferred tax accounts reflected the statutory
rates that were in effect when the deferrals were initiated. The
adoption cf SFAS No. 109 resulted in a net income benefit of $383, or
$.28 per share. This benefit was recorded as the cumulative effect of
an accounting change in the first guarter of 1993. This accounting
charnge does nct affect cash flows.

Effective January 1, 19294, AT&T adopted SFAS No. 115, "Accounting for
Certain Investments in Debt and Equity Securities". The standard
provides for the accounting and reporting for investments in equity
securities that have readily determinable fair values and for all
investments in debt securities. The new standard did not have a
material impact on AT&T’'s results cf operations or financial position.




APPENDIX D
) Page 25 of 37
<PAGE> 14 AT&T Form 10-Q - Part I

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
RESULTS OF OPERATIONS AND FINANCIAL CONDITION

AT&T reported quarterly net income of $1.130 billion, or $.83 per share, in
the second quarter of 1994, a 12.6 percent increase compared with year-ago
net income of $1.005 billion, or $.74 per share, in the second quarter of
1993. For the six months ended June 30, 1994, income before cumulative
effects of accounting changes was $2.224 billion, or $1.63 per share,
cgggared with $1.941 billion, or $1.44 per share in the same period of

b .

Effective January 1, 1993, AT&T adopted Statement of Financial Accounting
Standards ("SFAS") No. 106, "Employers’ Accounting for Postretirement
Benefits Other Than Pensions," SFAS No. 112, "Employers' Accounting for
Postemployment Benefits," and SFAS No. 109, "Accounting for Income Taxes."
AT&T recognized the cumulative effects of accounting changes on prior years
in the first guarter of 1993, which reduced net income by $7.768 billion or
$§5.76 per share. As a result, AT&T reported a loss of $5.827 billion, or
$4.32 per share, for the first six months of 1993. (See alsoc Note e).
These accounting changes do not affect cash flows.

Total revenues reached $17.729 billion in the quarter, an 8.7 percent
increase from $16.316 billicn in the same periocd of 1993. Through June,
total revenues were 7.0 percent ahead of last year. The increase primarily
resulted from continued strong growth in sales of products and systems,
principally network systems and communications products, and growth in
telecommunications services and financial services and leasing revenues.

Total costs increased $8C0 million compared with the second quarter of
1993, largely as a result of higher sales of products and systems.
Compared with the same periods in 19593, operating income increased 35.7
percent for the cuarter and 25.4 percent for the six months of 1994.

The overall gross margin percentage increased to 40.0 percent in the
quarter from 39.8 percent in the same period of 1993, reflecting effective
cost controls coupled with revenue growth.

The more detailed discussion that follows is based on a comparison of the
three and six months ended June 30, 1994 with the comparable periods of
1993, unless otherwise noted.

RESULTS OF OPERATIONS

AT&T's core business is to meet the communications and computing needs of
its customers by using networks to move and manage information. The
revenues and costs of this core business are divided into three categories
on the income statement: telecommunications services, products and systems,
and rentals and other services. AT&T Capital Corporation ("AT&T Capital®)
and AT&T Universal Card Services Corp. ("Universal Card") are partners with
AT&T's core business units as well as innovators in the financial services
industry. The revenues and costs for financial services and leasing
operations are displayed as a separate categcry on the income statement.
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CONSOLIDATED STATEMENTS OF INCOME (CONT'D)
(Dollars in Millions Except Per Share Amounts)
(Unaudited)

For the Three
Months Ended

March 31,
1954 1993 (b)
Cumulative effects on prior years
of changes in accounting for:
Postretirement benefits (net of
income taxes of $§4,2%4) (¢)..... - (7,023)
Pcstemployment benefits (net cf l
income taxes of $681)(c)........ - (1,128) |
Income taxes (C)......covvienennnn - 383
Cumulative effects ¢f accourting
o] 0¥ 5+ L= £ = - (7,768) “
Net Income (LCSS) ....civevrneenennnnn $ 1,094 $(6,832)
Weighted averzge cocmmecn shares
outstanding (millicms) ..., 1,3€0 1,347
Per Commecn Ehare:
Inccme before cumclative effects
cf acccunting changes........... S .80 $ .68
Cumulative effects cf accounting
ChangE . i vttt it ittt et $ - $ (5.76)
Nec Income {(LOSS) v it iiiiei i ienns S .80 S (5.07)
Divicdends cdeclared per
[of el ererteb ol 5ot 5ol OO $ .33 $ .33

fee Notes tec Corncszlidatel Financzial Statements.
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CONSOLIDATED BALANCE SHEETS (CONT'D)
(Dollars in Millions Except Per Share Amount)

LIABILITIES AND DEFERRED CREDITS

Accounts payable.........ieittieencnnns

Payroll and benefit-related

liabilities. . ittt e

Postretirement and postemployemnt
benefit liak:

Long-term dek: including capital
1eREES . .. i i e e e e
Postretirement and pcostemployment
benefit liabilities............ ... ...
Other liabilities......... ...
Deferred inceome CaXe8S. ...ttt iininnnnn
Uriamcrtized inves:tment tax credits.....

Other cefer

Total ligkilities & deferres crelites...

ERARECVWIERS' EQUITY

Common stock - par velue $1 per share..

Authorized shares:
Qutetanding shares:
1,387,388,000 at March 31, 199%4

1,382,398,000 at December 31, 19883

2,0C00,0G60,000

Addlt*c al pald in capital.............
Guaranteed ESOP crtligaticn.............

Foreign currency translation

adjustmentsS. . ...ttt ieoannon et .
Retained earningsS....cvivviennrennnones

Total shareowniers’ eQuity....eovveennn.

lities........ ...
Debt maturing within one year..........
Dividengs paYablE ......................
Other current lisbilities..............

b g =To Bl ab ol —Fo b of -

(Unaudited)
March 31, December 31,
1994 1953
$ 5,156 $ 4,694
2,988 3,746
1,096 1,301 “
8,671 10,904
448 448 °
£,15%¢6 4,241
24,555 25,334
7,387 6,812
5,318 9,082
4,481 4,298
206 275
256 270
386 263
L€ ,8E9 4€,334
€18 582
1,387 1,382
12,269 12,028
(331) ,(355)
20 {32)
1,487 - 887
14,802 13,850
£62,008 $€0,76¢
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(a)

(b)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in Millions Except Per Share Amounts)
(Unaudited)

ACCOUNTING POLICIES - The consolidated financial statements have been
prepared by AT&T Corp. ("AT&T" or the "Company") pursuant to the rules
and regulatlons of the Securities and Exchange Commission ("SEC") and,
in the opinion of management, include all adjustments, consisting of
only normal recurring adjustments, necessary for a fair statement of
the consolidated results of operations, financial position and cash
flows for each period presented. The consolidated financial statements
include the accounts of foreign entities based on their fiscal years,
which end either November 30 or December 31. The consclidated results
for interim periods are not necessarily indicative of results for the
fvll year. These financial statements should be read in conjunction
with AT&T's 19283 Annual Repert to Shareowners and Form 10-K for the
year ended Decevrer 31, 1983.

RESTATENENTS AND RECLASSIFICATIONS - Previously reported quarterly
results fcor 1953 were restated to reflect the adcrtion of Statement of
Firancial Accounting Standards ("SFAS") No. 112, "Employers'
Acccunting fcor ruste~*lcyne*t Eenefits." In additicrn, the provisions
fcr business restructuring have besn reclassified to costs and

' O;E:E:ll".g exrenses.

CEXNZES IN RCCCUNTING PRINCIPLES - Effective January 1, 1993, AT&T
adopted SFAS Nc. 106, "Employers’ Accounting for Postretirement
Eerefics O:ther Than Pensions." This standard regquires companies to
accrue fcr estcimated future pcs:retlrenent benefit expenses during the
years employees are working and earning benefits for retirement.
Previcusly, AT&T expensed these benefits as claims were incurred. AT&T

reccried an after-tax charge of $§7,023 ($5.21 per share) to record the
unprovided portion of these lisbilities as the cumulative effect of an
accounting change in the first quarter of 1993. This accounting change
does not affect cash flows.

Effective January 1, 1993, AT&T adopted SFAS No. 112. This standard
requires companies to accrue for estimated future postemployment bene-
fits during the years employees are working and accumulating these
benefits. Before this change in accounting method, AT&T recognized the
separation costs as they were identified and disability benefits when
paid. AT&T recorded an after-tax charge of $1,128 ($.83 per share) to
record the unprovided pertion of these liabilities as the cumulative
effect of an accounting chancge in the first quarter of 198%3. This
accourcing change does not zffect cash flows.

N
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MANAGEMENT'’S DISCUSSION AND ANALYSIS OF
RESULTS OF OPERATIONS AND FINANCIAL CONDITION

AT&T reported quarterly net income of $1.054 billion, or $.80 per share, in
the first quarter of 1994, a 16.8 percent increase compared with year-ago
net income of $936 million, or $.69 per share, before the cumulative
effects of accounting changes.

Effective January 1, 1953, AT&T adopted Statement of Financial Accounting
Standards ("SFAS") No. 106, "Employers’ Accounting for Postretirement
Benefits Other Than Pensions," SFAS No. 112, "Employers’ Accounting for
Postemployment Benefits," and SFAS No. 109, "Accounting for Income Taxes."
AT&T recognized the cumulative effects of accounting changes on prior years
in the first guarter of 1993, which reduced net income by $7.768 billion or
$5.76 per share. As a result, AT&T reported a loss of $6.832 billion, or
$5.07 per share, fcor the first three months of 1993. (See also Note c.)
These accounting changes do not affect cash flows.

Total revenues reached $16.5%560 billion in the gquarter, a 5.3 percent
increase from $15.719 billion in the same period of 1853. The increase
prirarily resulted from strong growth in sales of products and systems,
principally netwcrk systems and communications products, and growth in
teleccmmunications services and financial services and leasing revenues.

Tctal costs increased $2¢2 millicn compared with the first quarter of 1883,
largely as a resul:z cf higher sales of products and systems. Compared with -
the same pericd in 1953, operating ircome increased 16.1 percent for the
guarter. The overall gress margin percentage increased to 40.1 percent in
the guarter from 2¢.4 percent in the same period of 19983, reflecting

effective cost contrels coupled with revenue growth.

The more detailed discussion that follows is based on a comparison of the
three mcnths ended March 31, 1994 with the same period of 1993, unless

ocherwise ncted.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
RESULTE OF OPERATIONS AND FINANCIAL CONDITION

The first nine months of 1993 include a $310 millien provision for
business restructuring for estimated costs of reducing force, relocating
employees, closing offices and other restructuring activities including
those mentioned regarding NCR. The provision principally covers costs
for re-engineering AT&T's operator services functions. The provision
also covers costs to consclidate factories and reduce the force for
manufacturing telecommunications netwerk systems eguipment in Rurope and
the U. §. and to reduce force and restructuring operations that supply
special-design products to the U.§. government. The $310 million
provision for business restructuring is net of the reversal of $i51
million of restructuring reserves established in the third quarter of
1991 that are no longer required (see alsc Note b).

For the first nine months of 1992, the provision for business
restructuring covers the costs of force reductions in AT&T's
teleccrmunicaticns retwerk products and systems units and costs related
tec the implementation eof veice-recognition technology for operatoer
services.

ATET's business units all operate in markets that are intensely
ccmpezitive. Prices and technoiogy are under continual pressure. These
marke: conditions make the cngcing requirement for active cost contrel
ever. mcre urgent, as does the slow-growth ecenomic environment.
Maragers in the business units are centinuocusly evaluating their
resource needs and steps tc reduce costs. In some cases, these steps
will include facility consclidations, disposals of assets, work force
reductions or withdrawals from markets. For example, in Octcler 19523,
AT&T's NCR unit made an early retirement offer to the apprex.mately
€,8CC eligikle among its 27,000 U.S.-based employees. The business
restructuring previsicns for that activity, when acceptances are
ceterv:ned in the fourth quarter ¢f 1933, may amcunt to bet.:ien $50 and
$1C0 millien.

In Neverrer 1582, the Financial Acccunting Standards Board issued SFAS
No. 112, "Emgloyers' Accounting for Postemployment Benefits." Analogous
to SFAS No. 10€ for postretirement benefits, this standard reguires
companies to ascrue for estimated future postemployment benefit expenses
during the periods when erployees are working. Postemployment benefits
are any benefits other than retirement benefits that are provided after
erpleyment is discontinued. This standard must be adopted for fiscal
years beginning after December 15, 1993; for AT&T, that would be 19%4.
Management is presently reviewing the provisions of this new standard
and, conseguently, is unable to reasonably estimate the impact of ATiT's
adeption of the standard.

OTEER INCOME, INTEREST EXPENSE, PROVISION FOR INCOME TAXES

Other income - net decreased $39 million for the guartcr compared with
the third quarter of 19952 primarily as a result of lower incoms
associated with equity investments. The $123 million increase in other
income-net compared with the first nine months of 1552 primarily
reflezts a $217 millicn pre-tax gain on the sale of ATiT's remaining
irterest in USL tc Necvell, Inc. partly offsez by lower income associated
with eguity investments.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
RESULTS OF OPERATIONS AND FINANCIAL CONDITION

The $287 million provision for business restructuring in the second
quarter of 1993 primarily recognizes the expected costs of specific
plans for network re-engineering and previously announced force
reductions in operator services that will extend through 1995. The
provision also covers estimated costs for consolidating factories and
reducing force for manufacturing telecommunications network systems
equipnment in Europe and the U. §. Restructuring costs associated with
operations that supply special-design products to the U.S. government
are also included in the provision, primarily as a result of cuts in
defense spending. The $287 million provision for business restructuring
is net of the reversal of $87 million of restructuring reserves
established in the third quarter of 1991 that are no longer required.

The $10 million provision for business restructuring in the second
quarter of 1952 relates to the implementation of voice-recognition
technology for operator services. For the six months of 1992, the
provision alsc covers force reductions in AT&T’s telecommunications
network products and systems units.

With present cocmpetitive and econcmic conditions, all AT&T units will
continue to examine their cost structures, and to make adjustments as
regquired by these conditions. 1In some cases, these adjustments will
include facility consolidations, disposals of assets, work force
reductions or withdrawals from markets.

In November 1992, the Financial Accounting Standards Board issued SFAS
No. 112, "Ezployers’ Accounting for Postemployment Benefits." Analogous
to SFAS No. 106 for postretirement benefits, this standard requires
conpanies to accrue for estimated future postemployment benefit expenses
during the periods when enmployees are working. Postemployment benefits
are any benefits other than retirement benefits that are provided after
enployment is discontinued. This standard must be adopted for fiscal
years beginning after December 15, 1993; for AT&T, that would be 1994.
Management is presently reviewing the provisions of this new standard
and, conseguently, is unable to reasonably estimate the impact of
ATLT’s adoption of the standard.

OTHER INCOME, INTEREST EXPENSE, PROVISION FOR INCOME TAXES

Other income - net increased $160 million for the quarter and $162
million for the first six months of 1993 compared to the same periecds in
1992. The increase primarily reflects a $217 million gain on the sale
of ATiT’s remaining interest in USL to Novell, Inc. partly offset by
lower earnings from equity investments and lower interest income.—




